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According to some Costa Rican and foreign economists, the country's economy is engulfed in a
crisis. At present, Costa Rica's foreign debt totals about $4 billion; the trade deficit is running at $200
million per year; and, new loans this year alone approach $500 million. The new loans are required
to cover the trade deficit and for payments of some of the interest on "old" foreign loans. Domestic
economic policy is considered largely the outcome of directions from external institutions, including
the International Monetary Fund, the World Bank, the US Agency for International Development
(USAID), and the Inter-American Development Bank (IDB). In the 1977-81 period, Costa Rican
foreign debt trebled, from $812 million to $2.6 billion. Meanwhile, workers' purchasing power was
on the decline, result of high inflation (54% in 1981), and drastic devaluations of the colon. By yearend 1981, 65% of Costa Rican workers were earning less than $60 per month. Under the Monge
administration (1982 to 1986 when current President Oscar Arias took power), massive aid from
the Reagan administration bolstered the economy. The aid was reportedly in exchange for support
of anti-Nicaragua policies. During this period, the amount of foreign debt was declared a "state
secret." The IMF called on the government to raise taxes, cut spending on education and a variety
of subsidies on basic goods and services, lower the minimum wage, and reduce the number of
public employees. In the last five years, real wages dropped by 42%. Export-oriented enterprises,
under Washington's Caribbean Basin Initiative, enjoy tax reductions and benefits provided by the
Costa Rican government, as well as duty-free status for their products imported by the US. The
"Agriculture of Change" program initiated in 1987 by the Ministry of Agriculture also encourages
export-oriented agriculture at the expense of small farmers and production of basic foodstuffs for
domestic consumption. In December last year, the Central Bank reduced the money supply by
10% to reduce import spending. This move was partly in response to an IMF request. Since then,
at least a dozen unregulated financial institutions have failed, producing a loss of over $25 million
in private savings. Many of the losers were retirees and small business owners. The tight money
supply has also created great difficulties for small businesses and farmers to obtain loans. [Basic
data from Mesoamerica (Costa Rica), July 1988, summarized by Central America Resource Network,
Minneapolis, Minn.]
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